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Seattle, San Francisco. New York and Washington, D. C. 


Since 1939, Larry Smith has been engaged in a real 
estate consultant practice with offices in Seattle, San 
York, and Washington, 
firm, Larry Smith and Company, specializes in mar- 
ket analyses for shopping centers and acts as adviser 
to many large national corporations on general mat- 
Readers of URBAN LAND 
know Mr. Smith, who is a trustee of the Institute, and 
Central 
District Council panel studies, for his previously pub- 
lished articles on the attitude of department stores 
toward shopping centers and the relationships be- 
tween downtown and suburban real estate. 
remarks 


Francisco, New 


ters relating to real estate. 


a participant in many of ULI’s 


This article is based on 


Shopping center owners should be 
primarily interested in three types of 
market studies as they relate to 
particular project: 


any 


1. Studies made for the owner himself. 

2. Studies made by any tenant fcr the 
tenant’s purposes, whether a de- 
partment store, variety store, res- 
taurant, drug store, supermarket, 
or specialty apparel store. 


. A consumer type of market survey 
dealing with the quality of the 
market and the method by which 
a store is to be merchandised. 


Consumer Surveys Reveal 
Tenant's Value 


The primary advantage of the con- 
sumer type of market analysis is that 
different stores of the same type may 
vary considerably in productivity. The 
department convenient 
example, although the following con- 
siderations apply to most any type of 


store offers a 
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made by Mr. 
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major tenant. In a certain city, let 
us say, there are four leading depart- 
ment stores. The the 
position with respect to sales 
volume is a well known store name and 
is desirable from the standpoint of any 
shopping center develoner. 

But the acceptance of that 
within the community is not uniform. 
In one area its acceptance is 110 per 
cent of its average acceptance through- 
out the city. In another section of the 
community its acceptance is something 
than 70 per cent. Clearly if a 
developer approaches this particular 
tenant to lease a store of 100,000 square 
feet in a shopping center, the location 
of the project will have an important 
bearing on the productivity of that 
tenant. If the property is located in 
tne one part of the city where the store 
acceptance, that store is 
tenant than the store which 
does the largest volume in the city. 
On the other hand, in other 
sector of the city the same store will 
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store 


less 


has greater 
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some 


for 


Smith in September of last year as part of the plan 
analysis session of the Community Builders’ Council 
at its meeting in New Orleans. In 
analyzes the types of market studies and the useful- 
ness of each from the standpoint of the shopping 
center developer. 
falls, Mr. Smith offers constructive suggestions for 
estimating productivity, for evaluating location, ten- 
ancy size, amount of building area, and for judging 
the nature of competition between centers and be- 
tween tenants within a single center. 
and answer period following Mr. Smith’s remarks is 
the 
facts, and figures which Mr. Smith brought out. 


this article he 


In addition to pointing out pit- 


The question 


many additional illustrations, 


under equivalent management and pro- 
motion activity probably produce 30 
per cent volume of in the 
store area than the leading de- 
partment The tenant’s value 
then, depends on his productivity in the 
particular part of the city. 

The manner in which a tenant oper- 
ates his another important 
The acceptance of base- 
operations, for example, varies 
from one section of a city to another. 
The income level of the area is not in 
itself necessarily an indication of ac- 
ceptance or rejection. A developer 
cannot assume that a basement opera- 
tion is patronized in an area of lower 
than income but not 
ized where income is higher. 


less sales 
same 


store. 


store 1S 
consideration. 
ment 


average patron- 


Tenant Surveys Differ From 
Developer’s Surveys 


Department stores themselves will 
make consumer studies to determine 
their own best method of merchandis- 


(Continued on Page 3) 
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Municipal Responsibility in Homebuilding 


From time to time this column has commented on the problems created by 
rapid urban growth in relation to adequate yet equitable methods of providing 
community facilities in new residential development. In December 1955 we 
released a technical Bulletin on this subject. (Technical Bulletin No. 27—Utilities 
& Facilities for New Residential Development) 


Obviously, the 
process of creating new residential areas. A major difficulty has been to reach 
agreement on the equitable basis for where the developer's responsibility ends 
and that of the municipality begins. 


both municipality and developer have responsibilities in 


“PROTECTION OF HOME OWNERS” 


A new element has recently been introduced into this already difficult 


problem by a piece of “Suggested State Legislation” developed by the Committee 
of State Officials on Suggested State Legislation of the Council of State Govern- 
ments. This suggested legislation is entitled “Protection of Home Owners” and 
would authorize a municipality to require the contractor to furnish to the home 
buyer a performance bond to cover: 
with the terms of the contract and prompt payment for 


and materials 


used in full amount of the contract price; (2) Indemnity, to the extent of twenty- 


labor 


five per cent of the contract price, against “improper, defective or inferior 
materials which may appear within two years from the date of completion of 
such work.” There are several other provisions in the suggested legislation 


dealing with completion and violations. 


FAULTS WITH THE PROPOSAL 


We are wholeheartedly in favor of protecting the prospective home owner. 
However, it strikes us that would 
dealing with the unscrupulous builder at whom 


legislation be ineffective in 
the proposal 
aimed, but is an open invitation to municipalities to duck their proper responsi- 
We can 
interpret sucn 
“inferior” 


not only such 


presumably is 
bilities as guardians of the public welfare. also visualize a rash of 
law suits to test the 


constitutes “improper” 


law as well as to loose terms as what 


workmanship, and materials, ‘“compietion”, 


“prompt” payment, etc. 


Anyone familiar with home 
and mortgage companies, not to mention FHA and VA, are very particular in 
seeing to it that no liens for material or labor exist against property at the time 
of settlement. As to faulty and workmanship, the time to 
against these is during the construction period, not following it. If the munici- 
pality is doing its job, adequate building codes will be in effect. If the building 
inspector is doing his job, faulty construction will be prevented at the outset 
by adequate enforcement. To require additional bonds in the attempt to insure 
against contingencies which should have been prevented during the construction 


buying procedures knows that title companies 


materials insure 


period is merely to heap a new cost burden on the home buyer and further 
complicate the home building process. Municipalities now have available the 
tools to prevent jerry building if they will use them. 


As we understand it, the printing of this and other forms of suggested 
legislation does not constitute recommendation or approval by the Council other 
than that given by the Committee of State officials which compiled the program. 
This process is no doubt a meritorious one. In this case, however, we believe 
the suggestion to be ill-advised and ill-conceived. 


M.S.W. 
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(1) Faithful compliance by the contractor 
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INDUSTRIAL PLAN ANALYSIS 


Reservations are now being accepted 
for the review of project plans for the 
development or redevelopment of in- 
dustrial land by the Industrial Council 
of ULI. The 
this purpose on Friday, May 17th, 1957, 
in the Ivory Room of the Hotel Statler, 


Detroit, Michigan. 


Council will meet for 


Requests for time 
information should be 
Robert B. Garrabrant, 
Secretary of the Industrial Council, at 


or for further 


addressed to 


ULI’s Washington headquarters. 


Any sustaining Member of the In- 


stitute is privileged to submit such 


plans for review or to attend this ses- 
sion. Advance notification is requested. 


January, 1957 
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NEW OFFICERS AND TRUSTEES OF ULI 


Charles E. Joern of La Grange Park, 
Iliinois was elected President of Urban 
Land Institute at the annual meeting 
of the Board of Trustees in Washington, 
January 13, 1957. 

Mr. Joern heads the firm of Wm. 
Joern & Sons, prominent community 
developers in the Chicago metropolitan 
area. As such, Mr. Joern has built 
many fine residences and apartments. 
His Village Market is one of the out- 
standing examples among community 
shopping centers of the country. He 
has been a member of the Executive 
Group of the Community Builders’ 
Council since its inception in 1944. As 
a community leader he has served as 
an officer and director of local and na- 
tional associations of home builders and 
real estate boards. 

Elected as Vice Presidents were 
David D. Bohannon, president of David 
D. Bohannon Organization, San Mateo, 
California; and Van Holt Garrett, who 
heads Garrett-Bromfield and Co., Den- 
ver. Mr. Bohannon is one of Califor- 
nia’s outstanding community builders. 
He is the developer and owner of Hills- 
dale Shopping Center in San Mateo. He 
is a past president of the National As- 
sociation of Home Builders. Mr. Gar- 
rett is engaged in a general real estate 
practice which includes downtown and 
suburban development. He is a past 
president of the National Association 
of Real Estate Boards and has headed 
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Charles E. Joern 


numerous committees concerned with 
city planning, zoning, and urban growth 
in his home city of Denver. 

The new secretary of ULI is Waverly 
Taylor, a registered architect of Wash- 
ington, D.C., who heads his own firm, 
Waverly Taylor, Inc. He is recognized 
locally and nationally for his accom- 
plishments in real estate and home 
building circles. As architect-developer 
he has produced notable residential de- 


velopments in the Washington area, 


including single family houses, garden 
and elevator type apartments. 

Re-elected as treasurer, H. Walter 
Graves, Vice President, Albert M. 
Greenfield & Co. of Philadelphia, will 
continue to serve the Institute in that 
capacity. 

“Elected to new 
were George W. Cox, assistant to the 
president, The Atchison, Topeka & Santa 
Fe Railway System, Chicago, a member 
of the Executive Group, the Indus- 
trial Council; Urban A. Denker, presi- 
dent, The Wheeler Kelly & Hagny In- 
vestment Company, Wichita, a member 
of the Executive Group, the Central 
Business District Council; H. A. Moore, 


serve as trustees 


senior vice president, Chicago Title and 
Trust Company, Chicago; and J. W. 
York, president, York Building Com- 
pany, Raleigh, N.C., a member of the 
Executive Group, Community Builders’ 
Council and member of the ULI Execu- 
tive Committee. 

Re-elected as Trustees for three year 
terms were: David D. Bohannon, San 
Mateo, Calif.; John W. Galbreath, Co- 
lumbus, Ohio; Robert C. Hienton, 
Cleveland, Ohio; Paul L. McCord, In- 
dianapolis, Ind.; Hugh E. Prather, Sr., 
Dallas, Tex.; Lloyd B. Reid, Detroit, 
Mich.; Larry Smith, Seattle, Wash.; 
Waverly Taylor, Washington, D.C.; Ros- 
well F. Thoma, Buffalo, N.Y.; Foster 
Winter, Detroit, Mich. 


THE SHOPPING CENTER MARKET 


by 


Larry Smith, Larry Smith & Co., Real Estate Consultants, 
Seattle, San Francisco, New York and Washington, D. C. 


(Continued from Page 1) 

ing, what departments to carry, etc. A 
department store’s study is likely to 
cover points about which the p operty 
owner is not primarily concerned. 
Specifically it may be directed to the 
quality of the income in the area in 
which the store proposes to operate, 
the extent to which competitors have 
already invaded the area, and the ex- 
tent to which it will compete with 
other store types. Moreover, i 
of the cost of such studies, department 
stores find it worthwhile to make them 
only when they are reasonably 
that they will have a branch in that 
location. 


"lew 


sure 
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Owner’s Own Studies Provide 
Analytic Tool 


If I were an owner intending to spend 
perhaps three or four million dollars 
to develop a shopping center with a 
projected department store of 50,000 
or 100,000 square feet, I would make 
my own study to determine which store 
would be the best tenant. It might 
be impossible to obtain the store indi- 
cated, but the probable productivity of 
the other department stores and the 
other tenants proposed for the project 
could then be measured. Furthermore 
I would be in a position to provide those 
other stores with no more floor 
than they could operate efficiently. 


area 


Owners often find that weaker stores, 
in an attempt to overtake their com- 
petitors, try to rent more space than 
they can use productively in the first 
five advantage accrues to 
a property owner from subsidizing an 
attempt to improve a store’s competi- 
tive position unless he thereby makes 
an adequate profit for himself. 


years. No 


Owner Must Estimate Accurately 
Tenant's Productivity 


Let us return to the first two types 
The market study made 
from an owner’s standpoint is more 
useful for planning purposes than it 
is for sales purposes. For example it 


of surveys. 
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helps the owner develop his tratfic and 
parking pattern. 

Our department store clients often 
show us market studies made for a de- 
veloper where the volume obviously has 
been overestimated. Owner-developers 
sometimes complain that we 
conservative in estimating the extent 
of the area to be served by a particular 
project. An example of this may be 
worth citing. A market study for a 
shopping center property had _ been 
prepared for an owner. The survey 
attributed to the site the whole popula- 
tion within a 15 mile distance from 
that particular location. The report 
estimated that a projected department 
store in that location could’ do well 
over $20,000,000—a good branch volume 
by any standards. As consultants to 
the department store invited to par- 
ticipate, the store asked us to look at 
the matter independently. We con- 
cluded that at the end of five years 
there was a possible sales volume of 
$14,000,000, but that the would 
probably start off in the neighborhood 
of $10,000,000 to $11,000,000. The store 
cpened some time ago and the volume 
was within a million dollars of our 
estimate. However, negotiations were 
conducted on the basis of the owner’s 
own estimate of volume. This resulted 
in a percentage rent which, on his own 
estimate of the volume, would have 
given him a handsome return on his 
investment. On the present actual vol- 
ume, however, the investment is un- 
productive and the owner is plagued by 
negotiations predicated on his own at- 
tempt to oversell the potential volume 
of his site. He will probably continue 
to suffer for the next ten years. 

A truism in store planning is that 
any store’s size is right so long as it 
is not too big. This statement needs 
some qualification, but an owner will 
find that it holds true for him too. Ii 
the store is too small, everybody will 
complain, but it is probable that land- 
lord and tenant alike will have an ex- 
cellent return on their investment. 
Everybody may be dissatisfied, but that 
is nothing compared to the dissatis- 


are too 


store 


faction produced when the store is 
too big. 
The most important function of a 


good market study is therefore to indi- 
cate the maximum store size which it 
is justifiable to rent to tenants. From 
an owner’s standpoint the productivity 
of space is based on the sales volume 
which a tenant can do. In turn that 
volume is limited by the number of 
customers the center can serve. 

I talked recently with an owner who 
said that a variety store was inter- 
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ested in renting 28,000 square feet of 
space in a shopping center project and 
had quoted a rent of $1.20 a square 
foot. In this instance I do not believe 
there any likelihood of the store 
doing a volume much above $600,000. 
This could be done quite comfortably 
in 15,000 square feet. The ulti- 
mately agreed to accept the 15,000 feet 
it actually required and paid a higher 
rate of rent. From the point of view 
of the variety store, this incident illus- 
trates that if sufficient space might be 
rented to take care of expansion re- 
quirements for the next fifteen years 
and that space controlled at $1.20 a 
square foot, all the better. But the 
larger variety store will not serve the 
interests of the owner unless the store 
has sufficient productivity to provide 
him with a profitable return. 


Was 


store 


No Rules Discovered For 
Shopping Center Competition 


Generalities concerning the number 
of shopping centers and the competi- 
tion between those located too 
together are difficult and dangerous—I 
do not believe, indeed, that any gen- 
eralities apply. In Bergen County, New 
Jersey, Macy’s own a project of 130 
acres in which they developing 
about 1,200,000 square feet of space. It 
is under construction now, and will 


close 


are 


open in March. Allied Stores, owners 
of Stern’s in New York, have another 
project eight-tenths of a mile away 


on the same highway. Their project 
will be of substantially the same size 
in total floor area and, like the Macy 
project, will have a department store 
with all the complementary stores. 
Each of these projects requires some- 
thing in excess of $50,000,000 in sales 
volume per year to make it a profitable 
investment. 

In this particular case i believe it 
would have been highly advisable for 
the two stores to get together. The 
point is not that there is not enough 
business for both—there are approxi- 
mately 800,000 people tributary to the 
two projects. The total volume of 
retail business from that population 
should be somewhere in the neighbor- 
hood of $750,000,000. Only $100,000,000 
is needed to take care of the two proj- 
ects, and the population is growing so 
rapidly that the total amount of busi- 
available. The unfortunate 
feature of these two projects is their 


ness is 


competitive relationship in the New 
York market. This put both stores 
under pressure to start renting their 


centers at the same time and to attempt 
opening in the same month. As a 


result the tenants had a strong negoti- 
ating position and it is probable that 
the rents, despite the actual volume 
of business that may be achieved in 
the two projects, are less than they 
would have been had there 
competition between landlords. 


been no 


No Store or Project Can Absorb More 
Than 50% of Potential Volume 


The interesting point about these two 
centers is that I believe there is a 
sufficient volume of business in the 
trade area to support both. 

In my opinion it is impossible for any 
single department store, in a city which 
has three department stores doing an 
equal volume of business, and with 
equal appeal throughout the city to go 
into a suburban area and absorb all 
business in the area. In such a case no 
store can achieve more than 50 per cent 
of the suburban volume in any partic- 
ular location even if the other two do 
not establish stores. The customer 
loyalty which is extended to depart- 
ment will affect the shopping 
pattern of the people who live in that 
particular suburban community, mak- 
ing it impossible for any one store to 
achieve all of the volume. Shopping 
center owners, however, sometimes fall 
victim to the fallacy that the total 
potential volume of an can be 
poured through the door of one partic- 
ular store when it simply cannot be 
done. Moreover, other stores, if they 
are reasonably strong, will defend their 
share of the volume within a period of 
four or five vears. Consequently, the 
person who overbuilds on the assump- 
tion that the first store will hold more 
than 40 per cent or 45 per cent of the 
volume is likely to find that the other 
two stores have created new units and 
in so doing have reduced the productiv- 
ity of the first store, even though that 
store may have had initially a fairiy 
strong impact. 

The fact that no one store can do 
all the volume has this corollary—un- 
less all the stores go into a single 
project there must be room for two or 
three projects in a suburban area. If 
one department store is right in assum- 
ing that it should build a branch, it 
follows, on the assumption that it can- 
not get more than 50 per cent of the 
volume, that another project developed 
under proper management will have 
available to it a sufficient volume of 
business to make it successful. By tne 
same token, in the same hypothetical 
city which we are discussing, in any 
suburban area in which there is suf- 
ficient business for a project which in- 
cludes one department store, it is not 


stores 


area 
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physically possible to develop enough 
other stores in that one project to 
take care of the needs of the total 
community. 


Retail Space Needs of a Community 


Perhaps I can illustrate specifically 
by figures. Let us say a 200,000 square 
foot department store in a community 
will do business at a rate of approxi- 
mately $50 per square foot or $10,000,000 
in sales volume. On the theory that 
people spend $40 per capita per year in 
the store, and it is unlikely that people 
will spend more in any single suburban 
department store, 250,000 people 
needed to create the requisite volume 
of business. To serve all the shopping 


are 


needs of 250,000 people at least 12 
square feet of store space per person 
are needed. In other words, three 


million square feet of space is needed 
to meet the total shopping requirements 
of our hypothetical suburban area. 

These three million square feet 
quite probably will be offered in a 
variety of centers. The following is 
a typical breakdown: 


a) Two large regional centers, each 
with half a million square feet gross 
floor area and each with a department 
store. 


b) In addition, seven or eight com- 
munity centers of 150,000 square feet 
each, with a junicr department store, 
perhaps—Penney, or Newberry, or 
Kresge, one or two large supermarkets, 
a drug store, and 20 or 30 other stores. 
Seven such centers at 150,000 
feet each provides another 
square feet. 


square 
million 


c) 20 smaller centers, containing per- 
haps only supermarkets and_ service 
stores and one or two apparel shops. 
‘Twenty projects with 50,000 square feet 
each will provide the third million. 
This is the logical fashion in which 
the pattern of retailing might develop 
in a suburban area large enough to 
justify the construction of one depart- 
ment store of 200,000 square feet. 

The question of whether there are 
too many centers or stores, or too few, 
depends entirely on the amount of pop- 
ulation, the income level of that popu- 
lation, the arterial street pattern, the 
traffic pattern, the physical interrup- 
tions—rough country, highway, rail- 
roads, public institutions and other 
factors that provide an interruption to 
normal travel—and the availability of 
tenants for the centers. It is conceiv- 
able that five or six projects all within 
a radius of about a mile and a half 
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or two miles of each other might be 
perfectly acceptable. Depending on the 
characteristics of the area, it is 
possible that more than one project of 
a particular type within three or four 
miles of another might 


also 


prove very 


damaging. 


THE QUESTIONS AND THE 
ANSWERS 


QUESTION: What would be the 
proper distribution of floor area 
in a shopping center in which you 
had a department store of 200,000 
square feet? 


The question illustrates something 
which I think is worth bearing in mind. 
In Miami, Florida, up to two or three 
years ago approximately 20 per cent of 
all department store type merchandise 
sold sold in department 
This covers general merchandising, ap- 
parel, home furnishings, drug store, and 
variety store goods: food is excluded. 
In Seattle, on the other hand, depart- 
ment stores do 48 per cent of this busi- 
ness. A suburban center in Seattle 
obviously requires a totally different 
plan from that needed in Miami because 
the acceptance of each department 
store, the whole merchandising con- 
cept, the promotional effort, and every- 
thing else leads to the assumption that 
in Seattle a suburban branch of a 
downtown store will do almost twice as 
share of the total volume of 
business as a similar suburban 
would do in Miami. Consequently the 
stores that supplement the department 
store in one city are totally different 
those serving this function in 
another city. With this reservation in 
mind, I would say, as a guess, that in 
the shopping center with a department 
200,000 feet, there should be 
around 75,000 square feet of 
shops and 20,000 
variety store. 

Variety store chains present a prob- 
lem in that they have all moved into 
the junior department store field. A 
shopping center owner should conside1 
carefully the advisability of putting 
standard variety stores (junior depart- 
ment stores in actuality) into the same 
center in which there is a department 
store. Department stores provide the 
primary promotional impact in very 
large centers, but if the center has two 
or three variety 40,000 to 
60,000 square feet each the net effect 
is merely to siphon off the volume from 
the department store. This makes it 
impossible for the department store to 
operate at the level of productivity 


was stores. 


large a 


store 


from 


store of 
apparel 


square feet for a 


stores of 


anticipated when the store was set up. 
It is quite possible that if the owner 
put in two variety stores of 40,000 
square feet each, and had no depart- 
ment store in the center, the variety 
stores would both operate successfully 
because they would have available to 
them the business that otherwise would 
be going to the department store. 

I would suggest a further breakdown 
of the needs of such a center as is un- 


der discussion as follows: 


Supermarket 
Other food stores 


25,000 to 32,000 sq. ft. 
8,000 to 10,000 sq. ft. 


Total food stores 40,000 sq. ft. 
Furniture and 
hardware 
Drug units 
Restaurants 
Other shops 
(Jewelry, gifts, 
florist, stationery, 
35,000 sq. ft. 


40,000 to 50,000 sq. ft. 
10,000 to 12,000 sq. ft. 
15,000 to 20,000 sq. ft. 


services, etc. ) 


The total floor area of the 
center is about 475,000 or 500,000 square 
feet. Depending on the characteristics 
of the particular community, anothe1 
conflicting relationship exists between 
the drug, variety and food stores. Each 
of these tenants testify that the 
extent to which the others are repre- 
sented by self-service units’ with 
unlimited merchandise selection has 
a bearing on the volume that any one 
of them might expect to do. From 
the standpoint of the owner, there is 
no virtue in putting in a drug store of 
25,000 square feet, at 3 per cent rent 
on sales, when half the space is used to 
sell the same items from which 5 per 
cent is obtained in variety stores. A 
better plan may be to put in one or two 
small drug stores of 3,000 or 4,000 
square feet and ask local owners for 6 
per cent on their volume. 


2ross 


can 


QUESTION: I don’t understand 
your point about the competition 
between department and variety 
stores. All the business you 
siphon off pays you 5 per cent as 
compared to department stores. 


True, but if the owner has a depart- 
ment store built to 200,000 sq. ft., as 
has been noted, he can plan under 
sound conditions on the store’s doing 
business at the rate of $55 a sq. ft. The 
rent estimate is predicated on this and 
the owner may get 2!2 or 3 per cent: 
3 per cent at $55.00 a sq. ft. produces a 
rent of $1.65 a sq. ft. Such a store is 
profitable to the owner. If then, based 
on that traffic pull, the owner builds 


Page Five 








two junior department stores at 50,000 
sq. ft. each, they may do a business of 
$40 or $45 a sq. ft. The owner then 
might obtain a rent of $2.25 a sq. ft. 
for that 100,000 sq. ft. of variety store 
space. But, by doing so, the owner may 
have taken 212 million dollars of poten- 
tial volume away from his department 
He loses $75,000 in rent. If this 
sum is considered as a deduction from 
the rent achieved on the variety stores, 


store. 


the value of the variety store declines 
to $1.50 per sq. ft. In other 
the important figure is the combination 
of total 
ment 


words, 
rent achieved on the depart- 
the 
the 


store and 
related to 
and space. 
There are 
is room for 
junior department 
is an example of a 


unior department 


store total construction 
cost 
cases in which there 


variety 


some 
stores or 
Penney’s 
number of junio1 


major 


stores 


department stores now engaged in 
national advertising and spending 2 
to 3'2 per cent of their sales volum« 


for promotion. Primarily I am speak- 
ing of those stores which have not yet 
developed advertising policies that cre- 
traffic. Rather than 
put 100,000 sq. ft. in two junior depart- 
ment 50,000 sq. ft. each, in 
many cases, I would put in 30,000 sq. 
ft. of variety store space from which 
I obtained 5 per cent and use the other 
70,000 sq. ft. as specialty store space, 
which brings in a rent from 5!2 to 7 
per cent of volume. In addition 
to the higher rent, the owner benefits 
from the appeal of these 
stores. which in turn contributes to the 
productivity of the center as a whole 
The department store is as anxious as 


ate new business 


stores of 


sales 


custome! 


the owner for customer shopping in a 
whole 
create 


shops which 
productivity, and 


objection to such competition. 


series of smaller 


high has no 


QUESTION: As an owner, how 
much can you afford to spend to 
create a sq. ft. of usable space? 
If you build an elaborate store for 
a national chain like Woolworth’s 
or Kresge’s with terrazzo floor 
and the like, they cannot afford to 
pay any more rent than if you 
had an asphalt tile floor. 


What an can afford to pay 
depends on complex factors. It has 
been reported that the Hudson project 
in Detroit (Northland) ran around $30 
a sq. ft. total With a J. 1. 
Hudson branch in the center capable of 
doing 50 million dollars, an owner can 
afford to spend $25 or $30 a sq. ft 
throughout, because the productivity of 
the adjoining stores is likely to be such 


owner 


cost. 
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that the will have as good or 
better investment return on that project 
than on the expenditure of $10 a sq. ft. 
for the type of other 
locations. 

In another area a branch of a variety 
store which does brilliantly in one loca- 


owner 


same stores 1n 


tion may have such a poor volume of 
business that the owner actually could 
not afford to pay $5 a sq. ft. for its 
construction. This simply proves the 
importance of understanding the spe- 
cific area, through proper market study. 

The capital cost of a project 
against the 


must 
be considered probable 
productivity of known majo1 
While in cities it 
able to take the second or third depart- 
ment store when the first 
able, the productivity of the alternative 
the 
The merchandise car- 
ried in both stores might be the same, 
the effect in persuading other 
shops to rent space may be no different. 


tenants. 


some may be advis- 


is unobtain- 


store may make a difference in 


owner’s outlay. 
and 


But one store would be paying a higher 
rent and creating a higher productivity 
in all the other stores. The question, 
in short, is not how much you can 
spend for any particular type of tenant. 
The location, the specific tenant, and 
the other tenants in the same project 
must all be taken into account. 


QUESTION: What return on in- 
vestment should a center bring? 
Do you have any consensus of 
what is the median of the major- 
ity of the centers on their invest- 
ment from a landlord’s stand- 
point? 

The question of an average or median 
is difficult. A number of centers have 
called to our attention in 
there is actual loss. On the other hand 


been which 


we know of cases where the return 
on the actual equity investment after 
deduction for mortgage payments but 


between 
in the last three or 


before income taxes has been 
35 and 40 pei 
four years. In my 
the return con the 
should 
that 
after insurance, 
maintenance, promotion (important for 


cent 
opinion, however, 
total investment 
be planned on the assumption 
the return from 
provision 


guaranteed 
taxes, 


rent 


for 


every center) and vacancy allowance, 
will be somewhere between 8!2 per 
cent and 1042 per cent. This is net 
return before income tax and before 
financing and depreciation, and pro- 
vides a return on the equity before 
income tax of somewhere between 9 


per cent and 15 per cent depending on 
how the financing is arranged, etc. 
The additional return from percentage 
rent might vary widely, but should not, 


I believe, be far out of proportion with 
the construction costs. In other words, 
the construction costs should be geared 
to the requirements of the project in 
such a way that if an extra $3 or $4 a 
sq. ft. is put into construction costs, it 
should be for a purpose and should 
carry its own weight. 

The owner who has his own construc- 


tion facilities, of course, has the ad- 
vantage of capitalizing the normal 
margin of profit. Moreover, he has 


tremendous over owners 


that he 


advantage 
building on open contract in 
can control his tenants’ work. The 
important variable in the large 
projects is that the specifications for 
al! tenants’ work are not available at 
the time of the signature of the main 
building contract, with the result that 
work is cost-plus 
Since negotiations are with a contractor 
in a rising market, costs may get out 
of hand. 

The figures I have used represent, I 
believe, the experience in 
projects developed within the last three 
or four years. The extent to which the 
percentage rents add to them depends 
on the location of the project and the 
quality of the planning. 


most 


done on a basis. 


average 


QUESTION: What rental analyses 
have been made on operating 
shopping centers? What is the 
average sales per sq. ft. and what 
is the average overall percentage? 


It is our experience that in a project 
with a department store the average 
overall percentage for all stores is 
somewhere between 3%4 per cent and 
4'5 per cent. Our projects are usually 
planned on the assumption that by the 
end of four or five years there should 
be a reasonably certain volume of sales 
at an average of $60 per sq. ft., provid- 
ing a return of about $2.90 per 
sq. ft. on the whole project. This pro- 
vides, after all charges and the return 
on the original equity, an entrepre- 
neurial profit of around 75¢ a sq. ft. on 
a project costing $15 or $16 a sq. ft. 

These figures hold true only if the 


gross 


shopping center owner has _ planned 
his space intelligently against the 
volume that he expects to do. A proj- 


ect built with a supermarket of 25,000 
sq. ft. merely because the supermarket 
wants it, and a variety store of 20,000 
sq. ft. because the variety store wants 
it, will not automatically produce $50 
or $60 a sq. ft. average productivity. 
I know of one variety store in a shop- 
ping center project that only produces 
$8.00 a sq. ft. Ata 5 per cent rent that 
is not enough to pay taxes. 
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Supermarkets are a common source 
of miscalculation. It is not ordinarily 
possible to build more than 4 sq. ft. 
of supermarket space per family cer- 
tain to shop in the area, and come out 
with a profitable investment. To build 
more than 5,000 sq. ft. for 1,200 fam- 
ilies is a risky undertaking, yet I have 
heard 800 or 1,000 families discussed 
in relation to a projected 15,000 sq. ft. 
supermarket. The average family in 
the United States has somewhat over 
three persons. If we take 3.2 persons 
as our average and use a food volume 
of a little over $300 per capita on a 
national basis, we emerge with about 
$1,000 of food business per family. It 
is unlikely that any supermarket can 
hold than 40 per cent of that 
business in the face of the competition 
it is likely to experience over a period 
of two or three years. This means that 
it can expect a volume of about $400 
per capita per family or $100 a sq. ft. 
Rent should be between 1!2 per cent 
to 2 per cent under these conditions 
and produce $1.50 or $2 a sq. ft. or 
more. As population grows the store 
should be able to do up to $125 or $150, 
which produces between $2 and $3 a 
sq. ft. Since construction run 
around $12 however, $2 gives about 15 
per cent of construction costs. 


more 


costs 


QUESTION: How far can you go 
in finishing a store? For example 
as an owner, would you air-con- 
dition the store? 


Again, that depends on the location 
and the productivity. In many 
stores have paid for the air-condition- 
ing in addition to the stated rent. The 
owner cannot be expected to provide 
air-conditioning in the typical quoted 
rent unless he has a weak location and 
thus a poor bargaining position. The 
shopping center trend has developed 
over the last ten years to a point of 
maturity corresponding to the maturity 
of the property in central business dis- 
tricts 20 or 30 years ago. All brokers 
dealing in chain store property or re- 
tail property in the central business 
district know that, depending on the 
city, it is often typical to have tenants 
take space in its existing condition and 
then fit the space for their own use at 
their own expense. If the location is not 
strong, the owner may make a grant of 
part or all of the cost toward the re- 
construction job. The same condition 
now exists in regard to well-located 
and well-owned shopping. centers. 
There are cases in which the tenant 
has taken over the bare shell of the 


cases 


Urban Land 


building with a stated number of dol- 
lars allowance from the landlord. 

When renting the' store, the tenant 
often receives an for the 
ceiling, possibly for the hard floor cov- 
ering in the sales area, and probably 
for the store front. While he does not 
get money for the lighting fixtures, he 
usually does receive an allowance fo. 
the heating conversion equipment 
within the premises and for the wiring 
from the panel. His allowance for 
these items may be calculated at 80 
per cent or 85 per cent of the actual 
cost. The tenant bargains, then, on the 
that he is not receiving a 
allowance sufficient to care of 
even those items while he 
must take care of the lighting fixtures 
and the normal trade fixtures in addi- 
tion—fixing up his stockroom, etc. Al- 
though some strong projects are now 
leased on this concept, which ap- 
proaches the downtown method, in 
weaker projects the position may be 
reversed and tenants receive not only 
a turn-key job but 
well. 


allowance 


basis cash 
take 


covered, 


trade fixtures as 


QUESTION: From visiting centers 
and from discussions of the panel 
I have the impression that shop- 
ping center owners are having 
difficulty with department stores. 
I have heard remarks that they 
subsidize them, and that they 
were very expensive. I presume 
from your comment that they can 
be profitable. Where, in your 
opinion, do the owners fall down 
so that the department stores are 
not profitable? 


Let me say, at the outset, that the 
reason is not that department stores 
are unwilling to pay a fair rent. No 


store is happy with a low-rent lease in 
a poor project. In my experience de- 
partment stores are perfectly ready to 
pay fair rent in good locations to own- 
ers who are proposing to develop good 
projects. The fault often lies with the 
owners. In some owners, in a 
weak location which does not justify 
competitive development with another 
location, offer a department store ex- 
ceptional terms in the attempt to make 
a good piece of property out of an in- 
ferior site. 


cases 


In other cases, owners have 
not known the strength of their own 
property and have failed to make use 
of their bargaining position. In further 
instances, they have built stores that 
are too large. One department store, 
for example, asked for a lease on 
100,000 sq. ft. but was told by the owner 
that he wanted them to take 150,000 


sq. ft. The store replied that it was a 
question of the cash involved.—They 
were prepared to pay $150,000 rent 


against their knowledge of the avail- 
able business. The owner might have 
rented 100,000 sq. ft. for that sum, but 
in his wish for a larger store, he 
cepted this rent for 150,000 sq. ft 
erally speaking, if 


ac- 
Gen- 
reasonable rents are 
not paid, it is either because of location, 
the not 
conducted, ot the 
owner is trying to obtain a store larger 
than the department store knows it can 
operate. 


or because 
soundly 


negotiations are 


because 


Construction Costs and Rent 


Our final comment: We are con- 
cerned, and I am sure everybody is 
concerned, with the continual rise in 
construction costs over the last year 
and a half. Experience indicates that 
the guaranteed rent structure follows 


the change in construction costs only 
after a delay of two, three, or four 
years. Our records for 1930 and 1940, 
for the end of World War II, and the 
Korean War, all indicate that rents 
have followed the rise in construction 
costs a and a half to two 
later, when the tenants become con- 
vinced that a plateau or new level has 
been achieved, and is certain to pre- 
vail for a pericd of time. It appears at 
present that, while interest rates and 
construction costs go up, rents are 
stable. But developers who have a 
project which is still in the planning 
stage, and not pinned down to actual 
financing and construction costs, should 
take a good look at their position—it 
may change for the better. 


year years 


ULI MEMBERSHIP 


Membership is open to any indi- 
vidual, company, organization or 
public agency. ULI’s objectives 
are to promote sound city growth, 
conservation of 
cial, industrial 
and the 
blighted areas. 

Services and publications of the 
Institute are available as follows: 


present commer- 
and_ residential 


areas, reconstruction of 


$10 per year subscription for stu- 
dents and libraries; $25 member- 
ship for corporations, associations, 


public agencies, and their repre- 
sentatives; $100 Sustaining mem- 
bership including affiliation with 


Community Builders’ or Indus- 


trial Council. 
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Orders for are to be 
addressed to publisher in each case 


and not to URBAN LAND 


publications reviewed 


The Changing Shape of Metropolitan 
America: Deconcentration Since 1920. 
Amos R. Hawley. The Free Press, 
Glencoe, Ill. 1956. 177 pp.: maps, charts, 
tables. $4.00. 

As the second report coming out of 
a study of metropolitan growth con- 
ducted for the Scripps Foundation 
and financed partly by the Housing and 
Home Finance Agency, this monograph 
focuses on population growth rates in 
central cities and in outlying urbanized 
areas to determine the degree of cor- 
relation between their relative growth 
and such factors as the 


rates size of 


ine cenirai city, iis own raie of growth, 
its degree of isolation, its geographic 
peculiarities, its regional location in 
the United States, and its industrial 
characteristics. Census figures since 
1900 for present standard metropolitan 
areas are used as a basis for the study. 

The picture which emerges is blurred. 
A few definite findings are stated in 
clear terms, but these in general con- 
stitute documentation of what is al- 
ready known; that suburbanization 
proceeds faster in rapidly growing 
cities, for example. Beyond these, the 
conclusions reached are so qualified, 
se variable from decade to decade, and 
so subject to exception that no clear 
pattern emerges. 


Metropolitan Area Financial Problems. 


A Forum Discussion. Municipal Fi- 
nance, 1313 E. 60th St., Chicago 37, [Il. 
November 1956. Vol. xxix, no. 2, 45 
pp. 50¢ per copy. 


their rapid 
problems are 
suffi- 


are to he 


continue 
growth, more and more 
created which must be 
cient facilities and 
provided. In addition to the financial 
problems there are tangled policy de- 
cisions and technical administrative 
approaches to be resolved in the small 
and the large metropolis. The ability 
of local officials to solve financial and 
related problems may depend upon 
enactment of realistic enabling legis- 
lation at the state and local level. In 
this issue of Municipal Finance a sym- 
posium of views is presented. This 
discussion plus the study, “The States 
and the Metropolitan Problem” by the 
Council of State Governments (see 
“In Print’, URBAN LAND, Sept. 1950) 
will provide public officials and others 
with useful 
locally some 
problem. 


As our cities 


solved if 
services 


discussing 
this 


material for 
ideas for solving 
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Public Capital Improvement Planning 
and Finance by Major Governments in 
the Principal Metropolitan Areas. 
Pennsylvania Economy League, Inc., 
Western Division, Pittsburgh, Pa. 
Sept. 1956. 95 pp. mimeo. 

This report is a pioneering effort in 
the study of current and future capital 
improvement major gov- 
ernmental units in the metro- 
politan Even though it may 
have shortcomings in summarizing 
comparative data or properly qualify- 
ing variations between areas, it is an 
example of the kind of study needed 
to prepare a capital improvement pro- 
gram for long-range planning of com- 
munity facilities. As such it is a useful 
adjunct for study of metropolitan area 
planning and financing. 


programs of 
larger 


areas. 


Municipal Progress during the Twenti- 
eth Century. American Journal of 
Economics and Sociology. April 1956 
issue, obtainable from Tax Institute, 
Princeton, N.J. $1.00 per copy. 
Compiled in this 
dozen or so essays about municipal 
progress. These are manuscripts writ- 
ten as a tribute to Harold S. Butten- 
heim, editor emeritus of The American 
City. on the occasion of his 80th birth- 
day. But these essays are of lasting 
value for capsuled reference and read- 
ing about the progress of city planning, 
zoning, public works, and other muni- 
cipal accomplishments. The 
have been edited by Mabel Walker of 
the Tax Institute and are obtainable 
from her at the price listed above. 


magazine are a 


essays 


An Economic Survey Method for Small 
Areas. Alfred G. Dale. Bureau of 
Business Research, University of Texas, 
Austin, Texas. 1955. 47 pp. $2. 

1947 the Bureau of 
University of 


basic 


Since 3usiness 


Research, Texas, has 


made economic surveys of 


Texas counties served by the 
The method de- 
veloped and the sources of information 
in this program are detailed in 
booklet. Although oriented to 
the requirements of Texas communities, 
the method outlined could readily be 
used elsewhere. Two interesting points 
that are 
ticularly significant to smaller cities and 


and Pacific Railway. 


used 
this 


of emphasis are made par- 
to study areas including considerable 
One of these is the 
studying agricultural 
trends and their effects upon the future 
The other is the suggested 
weighing of various elements of basic 


areas of rural land. 
importance of 


economy. 
employment in proportion to wage rates 


effect 
employment in the 


in forecasting its upon service 


area. 


The Plant, the Office, and the City— 
Part II, Industrial Location Impacts. 
Mabel Walker. Tax Policy, 457 Nassau 
St., Princeton, N. J. February-March, 
1956. 36 pp. Single copies 75 cents. 

In this report, the current competi- 
tion for new industries is seen through 
the eyes of a specialist in governmental 
finance. Miss Walker first takes a brief 
look at industrial location as a factor 
influencing population patterns. She 
finds it only one of many diverse in- 
fluences, most of which are promoting 
decentralization. She then attempts to 
analyze the impact of industrialization 
upon the finances of a local community. 
She finds this difficult because so few 
communities economic entities. 
The greatest part of her article, how- 
ever, is devoted to a discussion of the 
methods being used to promote local 
industrial expansion. Governmental 
subsidies she finds both legally and 
ethically questionable, but nevertheless 
widely used in practice. Tax exemp- 
tion, “the most widely spread form of 
governmental subsidy,” has one advan- 
tage that is frequently overlooked: it 
is payable in the future and may be 
the only inducement within the means 
of an impoverished community. Other 
topics discussed include industrial 
foundations, community improvement 
programs, and industrial parks. 


are 


The Industrial Structure of American 
Cities. Gunnar Alexandersson. Uni- 
versity of Nebraska Press, Lincoln 8, 
Nebr. 1956. 134 pp., maps, tables, 
charts. $6.50. 

Why is the urban population of the 
United States distributed as it is? To 
this question the author, a 
Swedish geographer who spent a year 
in this country has analyzed the em- 
ployment patterns of all U. S. com- 
munities with populations of 10,000 or 
over, with particular attention to “city- 


farming” 
rorming 


answer 


activities ( ) t 
He also has made an intensive study 
of the historic and economic factors 
that have determined the locations of 
manufacturing and service industries. 
The results are summarized in a series 
of maps which show very clearly the 
locational patterns of all major indus- 
and pin-point the communities 
which “specialize” in specific types of 
manufacturing and service activities. 
These maps, together with the textual 
discussion and commentary, furnish a 
wealth of information that should be 
very useful to those engaged in analyz- 
ing the economic base and prospects 
of a specific community, as well as to 
those interested in the broader aspects 
of industrial location and economic 
geography. 


iwrles 
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